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RE:  Department  of  Agriculture's  Loan  Report  Required  in  House  Bill  2 


BACKGROUND 

The  Department  of  Agriculture  administers  three  loan  programs  which  provide 
developing  agriculturists  with  the  finances  to  begin  an  agricultural  career:  1)  Junior 
Agriculture;  2)  Rural  Assistance;  and  3)  Farmers  Home  Administration  Subordination. 
The  current  assets  of  these  programs  ($2,439,099  at  the  end  of  fiscal  1992)  began 
accumulating  in  1970  when  the  department  received  a  portion  of  the  Montana  Rural 
Rehabihtation  Corporation  assets  that  were  held  in  trust  by  the  U.S.  government  to  aid 
Montana's  sub-standard  income  rural  families. 

House  Bill  2  directs  the  Department  of  Agriculture  to: 

'...report  to  the  Legisiative  Finance  Committee  during  flscal  1992  on  the  feasibility  of  the  department  selling  its 
portfolio  of  rural  assisunce  program  loans  to  the  Board  of  Investments,  thus  enabling  it  to  increase  its  loan 
capability." 

On  June  8,  the  department  submitted  the  report  required  in  House  Bill  2.  A  copy 
is  attached. 


FINDINGS  AND  CONCLUSION 

The  Board  of  Investments  determined  that  the  Junior  Agriculture  and  the  Rural 
Assistance  loans  could  be  considered  for  the  secondary  market.  If  sold,  the  department 
estimates  that  $900,000  would  be  made  available  for  beginning  farm  loans.  Based  on 
loans  of  $150,000  each,  six  loans  could  be  made.  The  department  would  continue  to 
service  the  existing  portfolio  and  receive  a  loan  servicing  fee. 

The  Department  of  Agriculture  concluded  it  is  not  feasible  to  sell  its  loan 
portfolio  to  increase  its  loan  capability.  While  the  department  finds  that  such  a  sale  is 
possible,  it  states  such  an  action  woi;ld  result  in  direct  competitioti  with  privali^  finincial 


institutions,  based  on  a  survey  sent  to  Montana  lending  institutions.  Of  the  59  responses 
to  the  survey,  25  percent  of  the  respondents  indicated  the  state  should  stay  out  of  the 
lending  business.  Sixty-three  percent  of  the  respondents  favored  real  estate  loan 
guarantees  and  49  percent  favored  a  secondary  market  for  real  estate.  Based  on  the 
information  from  the  Board  of  Investments  and  the  survey,  the  department  concluded 
that  initiating  a  one-time  program  to  assist  few  beginning  agriculturist  would  be  at  the 
expense  of  many  other  prospective  borrowers  under  the  current  programs. 

RL3B:lt:loans8-26.mem 


/"'   : 


STAN  STEPHENS 
GOVERNOR 


STATE  OF  MONTANA 
DEPARTMENT  OF  AGRICULTURE 

OFFICE  OF  THE  DIRECTOR 

AGRICULTURE/LIVESTOCK  BLOG. 

CAPITOL  STATION 

HH  K\  \.  MOM  AN  \  5%;(l-li:iM 


June   8,    1992 


.  c  E  r  Vej^ 

tUN  0  9199? 


TELEPHONE; 

AREA  CODE  40« 

444-3144 

FAX  404-444.S409 

RETTM.SNORTLAND 

DIRECTOR 


.liGISLATIVc. 


Ms.  Teresa  Olcott  Cohea 
Legislative  Fiscal  Analyst 
Room  105,  State  Capitol 
Helena,  MT.   59620 

Dear  Ms.  Cohea: 

House  Bill  2,  as  passed  during  the  1991  Legislative  Session, 
requires  the  Montana  Department  of  Agriculture  to  review  the 
feasibility  of  using  an  existing  agricultural  loan  program  to 
facilitate  a  new  loan  program  for  beginning  farmers.   HB  2  also 
states  that  the  department  shall  report  its  findings/conclusions 
to  the  Legislative  Finance  Committee  during  Fiscal  Year  92.   An 
evaluation/summary  document  pertaining  to  this  issue  is  enclosed 
for  your  review  and  presentation  to  the  Legislative  Finance 
Committee. 


If  we  can  provide  additional  information,  please  don't 
hesitate  to  contact  Michael  Murphy,  Administrator  of  the 
Agricultural  Development  Division  at  444-2402  or  me. 

Sincerely, 


E.  M.  Snortland 
Director 


EMS/dm 
Enclosxire 


wordperf /market/dm/COHEA. 692 


An  Affirmaiive  Action/ Equal  Employment  Opportunity  Employer 


MONTANA  DEPARTMENT  OF  AGRICULTURE 

Report  to  the 
LEGISLATIVE  FINANCE  COMMITTEE  ON 
BEGINNING  FARM  LOAN  PROGRAM 
June  8/  1992 

A  provision  of  House  Bill  2,  (general  appropriations  bill  of  the 
1991  legislature)  provides  that  the  Montana  Department  of 
Agriculture  review  the  prospects  of  developing  a  loan  program  for 
beginning  farmers  and  ranchers.   The  statutory  provisions 
directed  the  Department  to  evaluate  the  feasibility  of  using  it's 
existing  Rural  Assistance  Loan  Program  under  a  secondary  market 
activity  created  through  the  Montana  Board  of  Investments  (BOX). 
The  Rural  Assistance  Loan  Program  funds  (old  Rural  Rehabilitation 
Corporation  assets)  were  originally  provided  to  the  Department  by 
the  USDA  to  be  administered  under  a  federal  "use  agreement"  in 
1971.   The  Department  has  developed  an  excellent  combination  of 
program  activities  that  have  allowed  the  assets  to  increase  by 
over  $1.5  million. 


CURRENT  LOAN  PROGRAMS; 

Currently,  there  are  three  active  loan  portfolios  within  the 
Agricultural  Finance  Program.   These  accivities  include  the 
Junior  Agriculture  Loan  Program,  the  Rural  Assistance  Loan 
Program,  and  the  FmHA  Subordination  Operating  Loan  Program. 

The  Junior  Agriculture  Loan  Program  is  available  to  young  people 
between  the  ages  of  9  and  21  who  are  members  of  agricultural 
youth  organizations  such  as  FFA  or  4-H.   The  loans  may  be  used 
for  funding  agricultural  projects  related  to  production, 
processing,  or  marketing  of  agricultural  commodities.   The 
maximum  for  an  individual  loan  is  $7000  and  the  repayment  period 
may  not  exceed  five  years.   Applicants  are  required  to  have  their 
applications  reviewed  by  a  three  member  local  loan  committee,  one 
member  of  which  acts  as  project  supervisor  for  the  duration  of 
the  loan.   An  example  of  a  Junior  Agriculture  Loan  would  have  a 
young  person  requesting  the  maximum  loan  of  $7000  to  purchase  10 
commercial  bred  cows.   This  individual  would  plan  to  purchase  his 
livestock  for  approximately  $750  each  and  would  have  as 
collateral  the  cattle  purchased  as  well  as  the  4  head  of  cattle 
and  1  horse  currently  owned.   This  portfolio  includes 
approximately  144  loans  with  an  average  loan  value  of  $3222.32. 

The  Rural  Assistance  Loan  Program  offers  loans  to  applicants  who 
are  a  minimum  of  eighteen  years  of  age,  have  assets  of  less  than 
$150,000,  and  whose  net  worth  does  not  exceed  $50,000.   Loans  may 
be  used  for  livestock  purchases,  operating  expenses,  or  capital 
improvements.   Loans  may  not  exceed  $25,000  nor  a  ten  year  term 
on  real  estate  nor  a  seven  year  term  on  all  other  loan  purposes. 
Only  one  Rural  Assistance  Loan  is  allowed  per  family.   An  example 
of  a  Rural  Assistance  Loan  would  show  an  individual  requesting 
$12,000  to  purchase  9  registered  bred  cows  to  increase  an 


existing  registered  herd  of  13  cows.   This  individual  uses  an 
existing  13  head  of  cattle  as  well  as  the  purchased  9  head  for 
collateral.   This  portfolio  currently  contains  approximately  31 
loans  with  an  average  loan  value  of  $14,986.95. 

EVALUATION  &  FINDINGS: 

The  Department  presented  loan  portfolio  information  to  the  Board 
of  Investments  for  review  and  evaluation  to  determine  secondary 
market  potential.   Based  upon  BOI  evaluation  and  portfolio 
performance  it  was  determined  that  current  Junior  Ag  and  Rural 
Assistance-  loans  could  be  considered  for  secondary  market 
activity.   If  all  existing  loans  were  sold  to  the  BOI, 
approximately  $900,000  would  be  made  available  for  beginning  farm 
loans.   The  Department  of  Agriculture  would  continue  to  service 
the  existing  portfolio  and  receive  a  loan  servicing  fee. 

Based  upon  the  assumption  that  an  average  size  beginning 
farm/ranch  ownership  loan  would  be  as  low  as  $150,000,  only  6 
loans  would  be  available.   While  the  existing  portfolio  could  be 
marketed  to  provide  these  loans,  funds  would  then  be  vinavailable 
for  the  current  program  uses.   As  indicated  above,  existing  loans 
are  geared  toward  short-term  (1  to  10  year  term)  4-H,  FFA  and 
other  basic  beginning  farm  project  loans  ranging  from  a  maximum 
of  $7,000  to  $25,000  and  subordination  loans  to  FmHA  borrowers. 
These  loans  are  all  tied  to  loan  closing  and  other  assistance  of 
local  financial  institutions  throughout  the  state  and  are 
accepted  as  non  competitive  and  complimentary  to  long  term  bank 
objectives. 

To  alleviate  the  problem  of  a  one-time  program  for  5  or  6 
beginning  farmers /ranchers,  a  revolving  secondary  market  for  new 
loans  would  have  to  be  established.   Based  upon  BOI  criteria  as 
established  by  statute  and  intended  to  ensure  prudent  investment 
activity,  these  loans  would  have  to  be  low  risk  and  highly 
collateralized.   In  order  to  meet  these  standards  (even  under  a 
market  certificate  guarantee  from  the  Board  of  Investments) ,  the 
state  would  in  affect  be  making  direct  loans  to  otherwise  credit 
worthy  (bankable)  borrowers  in  direct  competition  with  private 
lenders. 

The  Department  conducted  a  statewide  survey  to  obtain  thoughts 
and  comments  of  the  State's  commercial  lending  institutions.   The 
survey  obtained  lenders  response  as  to  their  interest  in  state 
involvement  in  providing  loan  guarantees,  participation  loans, 
and  direct  loans  as  well  as  a  secondary  market  for  agricultural 
loans  to  beginning  farmers  and  ranchers. 

As  of  May  22,  1992  the  response  rate  from  the  220  questionnaires 
mailed  to  financial  institutions  was  approximately  twenty  seven 
percent.   (See  attached  survey  summary  report.)   Approximately 
twenty  five  percent  of  those  responding  indicated  that  state 
government  should  stay  out  of  the  lending  business. 
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Over  sixty  percent  of  the  respondents  indicated  that  a  r  al 
estate  loan  guarantee  program  would  be  helpful.   Most  respondents   ^ 
commented  that  the  program  would  have  to  be  more  expedient  than     " 
the  FmHA  program  to  be  useful. 

Forty  two  percent  felt  that  a  secondary  market  activity  for  real 
estate  loans  would  be  beneficial. 

IN  SUMMARY,  it  does  not  appear  plausible  for  the  Department  of 
Agriculture  to  establish  a  realistic  beginning  farm  loan  program 
and  secondary  market  through  the  Board  of  Investments  without 
involving  a  state  banking  function  in  competition  with  private 
financial  institutions.   It  seems  inappropriate  to  initiate  a 
one-time  program  using  existing  program  resources  to  assist 
several  beginning  farmers /ranchers  at  the  expense  of  many  other 
prospective  borrowers  under  current  successful  and  acceptable 
programs . 
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AGRICULTURAL  FINANCE  PROGRAM  SURVEY  REPORT 

FOLLOWING  IS  A  RECAP  OF  THE  59  SURVEYS  (27%)  RETURNED  BY  MAY  22,  1992. 
(220  Surveys  were  sent  to  Mt.  commercial  banks,  SSL's,  and  credit  unions) 


1.    Secondary  Market 

Real  Estate 
Chattels 


Indicated  Interest 


25 
9 


Percentage 


49 
15 


2.  Guaranteed  Loans 

Real  Estate 

Chattels 

Operating 

3 .  Participation  Loans 

Real  Estate 

Chattels 

Operating 


37 
30 
24 


18 
14 
10 


4.  Direct  Loans 

Real  Estate  17 

Chattels  13 

Operating  13 

5.  List  other  programs  you  feel  are  needed: 

Interest  Buy  Down  1 

Young  Farmer  Equity  Estab.  Prog.  1 

Young  Farmer  Education  Program  1 

Co-signers  for  Yng.  Farmers  1 

6.  Suggested  guidelines  for  Beginning  Farmers /Ranchers 

Total  Assets 
(under  $200,000) 
Net  Worth 
(under  $100,000) 

Age 

(under  age  28) 

Experience 

(at  least  4  Yrs. ) 

Loan  to  Value 

(not  more  than  83%) 

Other 

(require  3  yr.  residency) 


63 
51 
41 


31 
24 
17 


29 
22 
22 


General  Comments:  15  respondents  indicated  that  the  State  should  stay  out  of 
the  lending  business.   2  5%  of  the  survey  sheets  returned. 
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